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URUGUAY: KEY ECONOMIC INDICATORS 
(in millions of dollars unless noted) 


1987 1988 1989 (Est.) 


Domestic Economy 
Population (millions) 3.04 3.06 3.08 


Population growth (%) 0.56 0.56 0.56 
GDP in current dollars 7,734 7,944 8,825 
Per capita GDP, current doliars 2,544 2,596 2,865 
GDP in constant prices, % change 5.9 0.5 1.8 
Consumer Price Index, %* change 69.0 80-85 


Production and Employment 


Labor force 
Unemployment (avg. %* for year) 


Balance of Payments 
Exports (f.0.b) 


Imports (f.0.b.) Lpauece 
Trade balance 292.3 
Current account balance 33.9 
Foreign exch. reserves (year-end) 977 
Foreign debt (public sector) 4,239.2 
Debt service 640.4 
Debt service as % of 

merchandise exports 52.3 45.6 
Average exchange rate for year 

(N$ = US$ 1.00) 226.8 359.5 


U.S. —- Uruguay Trade 
U.S. exports to Uruguay (c.i.f.) 90.6 92.6 
U.S. imports from Urug. (f.0.b.)(1) 175.7 155.5 
U.S. share of Uruguayan exports (%) 14.9 9.8 
U.S. share of Uruguayan imports(%) 7.9 7.6 
U.S. bilateral aid (economic) 123.3 0.2 


Principal U.S. exports (1988): fertilizers, chemicals, machinery 
equipment, plastic and rubber products, and precision instruments 
Principal U.S. imports (1988): textiles and apparel, leather 
manufactures and wearing apparel, frozen fish, and wool 


(1) U.S. Government data for U.S. imports from Uruguay is 
significantly higher ($369 million in 1987 and $289 million in 1988) 
due to the inclusion of non-monetary gold bullion in the trade account. 


Sources: Central Bank of Uruguay, Uruguayan Bureau of Statistics and 
Census 





SUMMARY * 


In March 1985, after 12 years of military rule, Uruguay resumed 
its traditional status as a multi-party democracy. The 
Uruguayan economy achieved 7.5 percent real gross domestic 
product (GDP) growth in 1986, followed by 5.9 percent growth in 
1987. Economic growth slowed dramatically in 1988 to 0.5 
percent and is expected to be slightly higher in 1989. 


After Brazil, the United States is Uruguay’s second ranking 
trading partner, followed by China and the Federal Republic of 
Germany. In 1988, the United States accounted for an 11.1 
percent share of Uruguay’s exports and a 7.9 percent share of 
the country’s imports. Overall exports rose by 18.1 percent 
and imports by 3.1 percent last year. In the first half of 
1989, exports rose 11.8 percent and imports only 1.8 percent. 
Uruguay maintains a healthy balance of payments, an open 


financial system, and is current on payments on its foreign 
debt. 


An excellent opportunity exists for U.S. exporters to increase 
their share of this small, sophisticated market, located just 
25 minutes by plane from Buenos Aires. U.S. executives 
traveling to nearby Argentina, Brazil, or Chile are encouraged 
to visit Montevideo to explore business prospects with the 


assistance of the American Embassy’s Economic-Commercial 
Section. 


PART A - CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth 


After declining by 16 percent during 1982-1984, Uruguay’s real 
GDP stabilized and began an upward trend during the second half 
of 1985. Falling international petroleum prices and declining 
international interest rates assisted the country’s economic 
growth throughout 1986. By the end of that year, the Uruguayan 
economy had achieved 7.5 percent real growth, the highest level 
attained since 1951. The trend in growth slowed in 1987, but 
GDP in real terms continued to increase by 5.9 percent over the 
1986 level due mainly to stronger domestic demand and 
investment. In 1988, because of a strong contraction in 


manufacturing activity, the overall level of activity grew a 
modest 0.5 percent. 


Preliminary data for the first half of 1989 indicate that GDP 
increased 0.8 percent over the same period in 1988. All 
sectors of the economy increased except agriculture and 
livestock, and electricity, gas and water, which were both 
badly affected by the drought. Industrial production increased 
0.6 percent for the first half of the year. Leading the way 
were the export industries: meat-packing, wool cleaning and 


* This report was prepared in October 1989. 
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spinning, chemicals, and textiles. Petroleum refining was 

also up with increased use of fuel for electricity generation 
and gasoline consumption. The largest sectoral increase was in 
construction (10.2 percent) on the strength of increased public 
investment and tourism infrastructure building. 


Sectoral Developments 


Agriculture and Livestock. This sector represented 11.9 
percent of GDP in 1988. The growth trend that begun in the 
last quarter of 1987 continued during the first semester of 
1988 and reversed slightly during the second semester. The 
physical volume of all cereal grains increased during 1988, 
while oilseeds and sugar cane volumes decreased, resulting in 
an overall 1 percent increase for the agricultural sector. 
Livestock sector production increased 2 percent in volume in 
1988 -- all subsectors contributed, with the exception of wool 
production which decreased 2.4 percent. This decrease was 
reflected in the volume of wool exports, but the loss in volume 
was more than compensated for by the increase in the 
international market price of wool. As for the livestock 
sector in 1988, there was a 17.6 percent increase in the number 
of animals processed at the slaughterhouses, a 47 percent 
increase in the tonnage of beef exported, and a reduction of 
10.3 percent in domestic consumption. During the first half of 
1989, an average deficit of 50 percent in rainfall severely 
affected agriculture and livestock production. Lack of 
rainfall in many regions of the country produced significant 
reductions in summer agriculture production, mainly in soybean, 
oilseed, sorghum, and sugar cane crops. While the emergency 
slaughter of livestock has temporarily increased output, the 
drought will reduce the performance of this subsector in the 
future. The overall result was a 8.8 percent decline in the 
first half of 1989. 


Fishing. Despite an increase of 18.9 percent in the fourth 
quarter of 1988 over the third quarter, total activity for 1988 
was 26.1 percent below 1987 levels. In real terms, 1988 
sectoral activity was the lowest on record since 1978 and 70 
percent less than that of peak year 1981. There are two causes 
for this atypical performance: (1) long and repeated labor 
conflicts among the fishing fleet crews which practically 
paralyzed the catching and processing of fish in 1988, and (2) 
the unusual change in the migratory habits of the hake, which 
migrated mostly to the Argentine coast looking for colder 
waters. During the first half of 1989, GDP for the sector grew 
0.8 percent over the same period one year earlier, which 
indicates the beginning of a recuperation. 


Manufacturing. The manufacturing sector, which represented 
21.7 percent of Uruguay’s total GDP in 1988, decreased 3.7 
percent. Except for the food and beverages industries, which 
increased 6.1 percent, all the other industries declined, as 
follows: textiles and leather wearing apparel, 8.8 percent; 
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paper and printing, 9.8 percent; chemicals, 0.5 percent; 
non-metallic products, 5.3 percent; and machinery and 
equipment, 11.2 percent. Food and beverages grew mainly 
because of increased exports. During the first quarter of 1989 
sectoral production decreased 5.2 percent compared with first 
quarter of 1988. Only the food, beverages and tobacco and the 
textile, apparel and leather subsectors increased production, 
again due largely to increasing exports. The general decline 
of manufacturing sector activity is explained by a loss of 
competitiveness of those industries producing for the domestic 
and regional markets. The lower relative prices in neighboring 
countries reduce domestic demand and at the same time reduce 
foreign demand for domestic products. Industrial production 
recovered significantly (6.6 percent) in the second quarter of 
1989, producing a first half growth rate of 0.6 percent. 
Leading the way were refining and meat-packing, both perversely 
stimulated by the drought, and the export industries such as 
textiles, apparel, shoes, and chemicals. 


Construction. Construction activity reached its lowest point 
in early 1986, before beginning a steady upward trend, which 
continued through 1988 and 1989. After increasing 3.9 percent 
in 1988, construction expanded by 10.2 in the first half of 
1989. This growth came from increased government capital 
spending and new building in the tourist sector. 


Labor Conditions 


Prior to June 1988, wages for private sector employees, other 
than rural workers and domestics, were negotiated at four-month 
intervals through a system of tripartite sectoral salary 
councils. In May 1988, the Uruguayan Government decided that 
workers and employers should negotiate long-term agreements to 
regulate salary adjustments during June 1, 1988 - June 1, 
1990. The Uruguayan Government guidelines to which the 
long-term agreements must adhere continue the practice of 
salary adjustments at four-month intervals, but they are 
calculated on the basis of 90 percent of the actual inflation 
increase during the four months prior to each adjustment. 
Approximately 230,000 private sector workers are covered by 
long-term agreements. Another 60,000 who did not enter into 
such agreements are covered by government-decreed wage 
settlements based on a formula similar to the contracts. In 
addition, the Uruguayan Government continues the practice of 
increasing the wages of agricultural workers by decrees every 
four months and leaving the salaries of domestic employees 
free. The salaries of the approximately 272,500 public sector 
employees (as of year-end 1988) are raised by the Uruguayan 
Government every four months (but one month later that the 
private sector) based on inflation, availability of funds, and 
the economic and financial situation of the government at that 
time. The system of long-term agreements for salary 
adjustments has proven generally successful in lowering the 
high level of labor conflict. 
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Unemployment in the Montevideo metropolitan area, where close 
to one-half of all Uruguayans reside, averaged 9.1 percent in 
1988, continuing the downward trend in joblessness which began 
in the second quarter of 1983. In the five months ending in 
May 1989, the average unemployment rate decreased from 9.1 to 
8.6 percent. 


Investment 


Gross fixed investment in 1988 increased only 4 percent in real 
terms over 1987. This increase exceeds the 0.5 percent growth 
of the total GDP for the same period. Therefore, the ratio of 
investment to GDP improved somewhat from 9.1 percent in 1987 to 
9.5 percent in 1988. This level is considered only sufficient 
to replace capital losses by obsolescence and depreciation. 

The government’s plans for 1987-89 called for investing $1 
billion in public sector projects, thus raising government 
investment as a percent of GDP from 3.3 percent in 1986 to 5 
percent in 1987, 1988 and 1989. However, the need to reduce 
government expenditures kept Uruguayan Government investment in 
1987 and 1988 at levels of 3.2 percent of GDP and 3.4 percent 
of GDP respectively, and a similar level is expected for 1989. 


Trade, Tourism and Balance of Payments 


Merchandise Trade. In 1988, Uruguay’s exports increased 
almost 19 percent while imports rose 3 percent above 1987 


levels. The 1988 trade surplus of $292 million (excluding 
insurance and freight) was almost three times that recorded in 
1987. Excluding crude oil imports of $112.2 million in 1988, 
the country’s imports rose 7.8 percent over the 1987 total. 
Imports of capital goods were up 17.5 percent in 1988. 


The categories of Uruguayan exports that fared best in 1988 
were: textile and clothing products, up 28 percent to $492 
million; leather and leather products, up 5.5 percent to $210 
million; and rice, up 70 percent to $90 million. Leading 
import categories and their percentage increases in 1988 were: 
chemicals, up 8 percent to $190 million; transportation 
equipment, up 43 percent to $177 million; plastic and rubber 
products, up 8 percent to $98 million; and metals, up 51 
percent to $77 million. 


The country’s principal trading partners in rank order in 1988 
were: Brazil, Argentina, the United States, and the Federal 
Republic of Germany. Uruguay’s leading export markets in 1988 
were: Brazil ($229.1 million), the United States ($155.5 
million), China ($135.9 million), West Germany ($114.8 
million), and Argentina ($100.2 million). The leading sources 
of Uruguayan imports in 1988 were: Brazil ($307.0 million), 
Argentina ($179.0 million), the United States ($92.6 million), 
and the Federal Republic of Germany ($75.4 million). The 
United States accounted for a 11.1 percent share of Uruguay’s 


exports in 1988 and a 7.9 percent share of the country’s 
imports. 
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Exports increased 11.8 percent during the first six months of 
1989 and imports increased 1.8 percent. The United States 
remained Uruguay’s second largest export market (after Brazil) 
and the third largest source of imports. Imports from the 


United States grew faster than from any other country (20.1 
percent). 


Tourism. The 1988 figures show a $4.7 million decrease in 
tourist spending in Uruguay, as well as a $9.4 million increase 
in the expenditures of Uruguayan tourists outside the country, 
resulting in a $14.1 million reduction of the travel account 
balance from $78.6 million in 1987 to $64.5 million in 1988. 
The tourism sector depends on the fluctuation of the relative 
prices in Uruguay, Argentina and Brazil, since 90 percent of 
tourists coming to Uruguay are Argentines or Brazilians. The 
number of Uruguayan tourists going to Argentina and Brazil 
increases when the relative prices are favorable. In 1989 both 
situations occurred -- during the first quarter of 1989 
Uruguayan prices were relatively low compared with Argentina’s 
and almost 380,000 Argentines came to Uruguay, 70 percent more 
than in the first quarter of 1988. However, during the May - 
July period, the financial crisis in Argentina made prices 
attractive for Uruguayans. 


Current Account. In 1988, Uruguay had a positive current 
account balance of $33.9 million. This positive balance was 
the result of a substantial $282.3 million foreign trade 
surplus, a reduced travel account surplus of $64.5 million, and 
a slightly larger $322.9 million deficit in net interest and 
other services. The prospect for 1989 is for a larger surplus 


due to a greatly expanded travel account surplus and a slightly 
larger trade surplus. 


Capital Account. The capital account in 1988, including errors 
and omissions, resulted in a net surplus of $39.2 million, 
comprised of a $262.5 million capital inflow for the public 
sector, a $4.0 million inflow for the private sector, and a 
$227.3 million outflow in errors and omissions. The public and 
private capital inflows in the amount of $266.5 million 
reflects the increase in the country’s foreign debt, largely to 
finance the fiscal deficit. The large errors and omissions 
item is due to extensive contraband trade with Brazil and 
Argentina and to some unregistered capital flows. 


Net Foreign Reserves. The combination of a surplus in the 
current account ($33.9 million) and a surplus in the capital 
account, including errors and omissions ($39.2 million), 
resulted in an increase of $73.1 million in the net foreign 
reserves of the Central Bank in 1988. Total net foreign 
exchange reserves amounted to $997.1 million on December 31, 


1988. As of August 1989, the reserves amounted to $1.067 
billion. 
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Debt and Debt Service. While Uruguay has one of the highest 
per capita external debts in the hemisphere, it has remained 
current on its payments and the secondary debt market 
effectively rates Uruguay on a par with Chile as far as 
creditworthiness. The interest paid on external debt increased 
in 1988 because of the rise in international interest rates and 
the increase in the amount of the debt. Total interest paid in 
1988 amounted to $420.4 million, which was 9.5 percent higher 
than the amount paid in 1987. International interest rates 
continued to increase during the first months of 1989. In 
March, the LIBOR started to decline and by the middle of July, 
it was practically at the same level of July 1988. If the 
downtrend continues and the rate declines to its level at the 
beginning of 1988 (below 7 percent) it is reasonable to expect 
debt service amounts for 1989 similar to those in 1988. 


Inflation 


Inflation was 69 percent in 1988, the highest rate since the 
return to democracy. Inflation has continued to rise in 1989, 
reaching 82 percent for the 12 months ending September. The 
erosion of the peso deposit base and the consequent increase in 
the velocity of circulation of money seems to have been a major 
cause of the increasing rate of inflation. Negative real 
interest rates prevalent during much of 1988 and fears about 
growing inflation appear to have been the primary causes. 
During the first half of 1989 the real peso deposit base 
continued to decline. However, rising peso interest rates 
appear to have begun to stabilize the situation as of July. 
Inflation in July was lower than the previous July, and 
inflation in August and September was only slightly higher than 
the same period in the previous year. Should real peso 
interest rates be maintained, we may see a leveling off of 
inflation during the remainder of the year. 


Budget 


The budget deficit of the central government increased 50.9 
percent in 1988. This resulted from a rise in revenue of 3.9 
percent in real terms, while expenditures rose 7.5 percent in 
real terms. As a percentage of GDP, the central government 
deficit increased from 1.3 percent in 1987 to 1.9 percent in 
1988. Despite the government’s reduction in expenditures, the 
budget deficit rose again in the eight months of 1989 by 24 
percent due to a greater fall in revenues. The central 
government financed its 1988 budget deficit through the 
issuance of treasury bonds and notes. This practice continued 
during the first half of 1989. 


Exchange Rates 


The Uruguayan Government is committed to a floating exchange 
rate and prepared to intervene in the exchange market in order 
to smooth seasonal fluctuations in foreign exchange inflows and 
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outflows. Because of its dominant position in financing 
international trade and in obtaining the foreign exchange 
required for public enterprise operations, the state-owned Bank 
of the Republic of Uruguay (BROU) is normally the major actor 
in Uruguay’s small foreign exchange market. After a period of 
slow dollar revaluation as compared with domestic peso 
inflation, the trend of dollar revaluation vis-a-vis the peso 
in June and July of 1989 is keeping closer pace with internal 
inflation: 


Table 1 
Peso Inflation and the Revaluation of the Dollar 


Jan-Sept 
1987 1988 1989 


Percentage inflation 66.1 69.0 60.1 
Year-end rate 

US$1 = New Pesos 74.3 22520 181.0 281.0 451.0 690.0 
Percentage increase 

in US$ value thet 68.4 44.8 $3.2 60.5 53.0 


According to Uruguayan Government officials, the exchange rate 
will continue to vary in a free and realistic way. 


PART B - IMPLICATIONS FOR THE UNITED STATES 


The Uruguayan Government continues to maintain its liberal 
import regime and unrestricted foreign exchange market. 
American products enjoy an excellent reputation in the local 
market for high quality and dependability, and the business 
climate is ideal for increased U.S. export sales, provided that 
price, delivery, and after-sales service are competitive. The 
Embassy recommends that American business executives traveling 
to nearby Argentina, Brazil, or Chile make a special effort to 
visit Uruguay to explore market prospects. The 
Economic-Commercial Section of the Embassy in Montevideo is 
prepared to assist business executives to make appropriate 
contacts. 


Best Prospects 


In 1988, the United States rose to second place among exporters 
to Uruguay. Best prospects for U.S. products continue to be: 
chemicals (including agricultural), transport equipment, food 
processing machinery, computer hardware and software, office 
machinery, and medical and laboratory equipment. In the coming 
years, Uruguay’s proportionally large elderly population should 
be a good market for geriatic equipment and services. The 
growth of both tourism and forestry are also high in the 
government’s development plans and represent excellent areas to 
explore the prospects for U.S. exports. 
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Whenever equipment is mentioned, U.S. exporters should not 
discount the possibility of selling used machinery. Often, 
equipment thought of as obsolete in the United States can still 
be of great use for the local industry. 


U.S. manufacturers will find that the major factors affecting a 
decision to buy their products are: quality, price and payment 
terms, delivery time, after-sales servicing, and compatibility 
with the installed system. As mentioned above, U.S. 
manufactured products are generally regarded as high in quality 
and competitive in price, but are sometimes rated low on an 
important factor in the decision to buy: financing. American 
manufacturers offering flexible, innovative, and competitive 
credit terms will overcome a difficult hurdle in achieving 
export sales to Uruguay. 


Strategies for Taking Advantage of Prime Opportunities 


The major U.S. export promotion activity in Uruguay is the 
yearly Prado Agro-Industrial Fair, held in August. The U.S. 
Exhibition in this fair is traditionally one of the largest and 
features exhibits by approximately 35 companies. In 1989 it 
won first prize in its category. The U.S. Exhibition is an 
excellent means of introducing a new product to the Uruguayan 
market (or promoting sales of products already being sold 
there) and to a lesser extent, the larger surrounding markets 
of Brazil and Argentina. About 500,000 visitors attended the 
fair this year, some of whom came from abroad. Details 
concerning this fair may be obtained from the Commercial 
Attache, American Embassy Montevideo, APO Miami, FL. 
34035-0001, FAX (005982) 92-16-91 or from Ms. Mary Wiening, 
U.S. Department of Commerce, tel: (202) 377-4708. 


The Uruguayan Association of Printers is promoting the Third 
International Printing and Graphic Arts Show in October 1990. 
This major area show will attract visitors from all of the 
surrounding countries and is a prime opportunity for this 
industry to exhibit its equipment. 


Companies who wish to sell their products or services to the 
government may wish to consider supplying product literature 
and quotations to selected government purchasing offices, 
either directly or through the companies’ local agents. 
Government purchasing offices frequently refer first to 
literature on hand when drafting specifications for their 
procurement tenders. Uruguay receives loans from the World 
Bank, the Inter-American Development Bank and other 
multilateral institutions for major projects and programs. The 
Embassy continually reports via the Major Projects program to 
the district offices of the Department of Commerce on the 


principal opportunities in Uruguay for U.S. contractors and 
manufacturers. 





Investing in Uruguay 


The Uruguayan Government encourages foreign investment and 
strives to promote it through the Foreign Investment Act of 
1974 and the Industrial Promotion Act of 1974. Other promotion 
measures are tariff exemptions for certain capital goods 
imports, authorizations for accelerated depreciation, and 
export financing. 


Free Zones Law. In December 1987, Uruguay passed a law 
strengthening the existing free trade zone system, while 
providing further incentives for the creation of additional 
zones. The law allows storage, warehousing, manufacturing, and 
related financial, data processing and professional services to 
take place within the free trade zones. Two such zones already 
exist, one in Colonia, a town across the Rio de la Plata from 
Buenos Aires, and the other in Nueva Palmira, on the Uruguay 
River north of Colonia. These are relatively small facilities, 
but the Uruguayan Government has plans to develop extensive 
industrial parks at both sites. The free trade zones law 
provides for the creation of additional zones. The government 
has put priority on developing the existing zones, but is open 
to private entrepreneurial offers to develop new ones. 
Additional details may be obtained from the U.S. Department of 
Commerce, Uruguay Desk, telephone (202) 377-1495. 


Debt Conversion Program. Uruguay’s debt/equity program also 
provides an interesting incentive for foreigners seeking to 
invest in the country. Although it is quite small ($20-$30 
million per year), the Uruguayan program offers advantages over 
programs in other countries. First, there are no time 
restrictions on profit remittances. Second, the capital 
invested is subject to a minimum of only seven to eight years 
before repatriation is allowed (the period can be longer and 
depends on the original terms of the debt that has been traded 
for equity). Third, the "Treasury Bond" issued by the Central 
Bank in the repurchase of the external debt note is 
competitively traded in Uruguay at no discount, whereas in many 
other countries, similar bonds, issued to sterilize the 
monetary effects of the transaction, are in local currency and 
trade at discounts between 10 and 15 percent. 


Investment Climate Report. The American Embassy in Montevideo 
has prepared a report on the climate for investment in 

Uruguay. A copy of the report may be obtained from the Uruguay 
Desk of the U.S. Department of Commerce. 








